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September 2, 2005

VIA HAND DELIVERY

Charles L.A. Terreni, Esquire
Chief Clerk/Administrator
South Carolina Public Service Commission
101 Executive Center Dr. , Suite 100
Columbia, SC 29210

Re: Application of CUC, Inc. for Approval of New Schedule of Rates and Charges for
Water and Sewerage Service Provided to its Customers at Callawassie Island and

Spring Island in Beaufort County, South Carolina.
Docket No. 2005-87-W/S

Dear Mr. Terreni:

We are pleased to enclose for filing sixteen (16) copies of the Settlement Agreement with

Settlement Agreement Exhibits 1-3 in the above-referenced matter. Also enclosed are twenty-six (26)
copies of Mr. Willie Morgan's summary covering his direct testimony and the Settlement
Agreement. Please date stamp one copy of each and return it to me via our courier.

We have served same on all parties of record and have enclosed a Certificate of Service to
that effect.

All parties plan to attend the hearing on September 8, 2005; however, only ORS witness
Willie Morgan will be testifying.

Please let me know if you have any questions.

Sincerely,

Re uy IM~~
Shannon Bowyer Hudson

CC: Steven G. Mikell, Esquire
Mr. Billy F. Burnett, President
Frank R. Ellerbe III, Esquire
Bonnie D. Shealy, Esquire
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Re" Application of CUC, Inc. for Approval of New Schedule of Rates and Charges for

Water and Sewerage Service Provided to its Customers at Callawassie Island and

Spring Island in Beaufort County, South Carolina.
Docket No. 2005-87-W/S

Dear Mr. Terreni:

We are pleased to enclose for filing sixteen (16) copies of the Settlement Agreement with

Settlement Agreement Exhibits 1-3 in the above-referenced matter. Also enclosed are twenty-six (26)

copies of Mr. Willie Morgan's summary covering his direct testimony and the Settlement

Agreement. Please date stamp one copy of each and return it to me via our courier.

We have served same on all parties of record and have enclosed a Certificate of Service to
that effect.

All parties plan to attend the hearing on September 8, 2005; however, only ORS witness

Willie Morgan will be testifying.

Please let me know if you have any questions.

Sincerely,

Shannon Bowyer Hudson

, j

CC: Steven G. Mikell, Esquire

Mr. Billy F. Burnett, President

Frank R. Ellerbe III, Esquire

Bonnie D. Shealy, Esquire



BEFORE

THE PUBLIC SERVICE COMMISSION

OF SOUTH CAROLINA

DOCKET NO. 2005- 87 -W/S

Application of CUC, Inc. for
Approval of New Schedule of
Rates and Charges for Water
And Sewerage Service Provided
to its Customers at Callawassie
Island and Spring Island in

Beaufort County, South Carolina

)
)
)
) CERTIFICATE OF SERVICE
)
)
)
)

i
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This is to certify that I, Rena Grant, an employee with the Office of Regulatory Staff,

have this date served one (1) copy of the Settlement Agreement in the above-referenced matter

to the person(s) named below as shown below:

VIA U.S.MAIL

Frank R. Ellerbe, III, Esquire
Robinson McFadden A Moore

Post Office Box 944
Columbia, South Carolina 29202

Bonnie D. Shealy, Esquire
Robinson McFadden dk Moore

Post Office Box 944
Columbia, South Carolina 29202

Steven G. Mikell, Esquire
CUC, Inc.

310 West Pine Street
Florence, SC 29501

Mr. Joe Maready
16 Darby Way

West Columbia, SC 29170

Thomas Potrykus, President
Callawassie Island Property Owners Association, Inc.

101 Utility Court
Okatie, SC 29909
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CERTIFICATE OF SERVICE

This is to certify that I, Rena Grant, an employee with the Office of Regulatory Staff,

have this date served one (1) copy of the Settlement Agreement in the above-referenced matter

to the person(s) named below as shown below:

VIA U.S. MAIL

Frank R. Ellerbe, III, Esquire
Robinson McFadden & Moore

Post Office Box 944

Columbia, South Carolina 29202

Bonnie D. Shealy, Esquire
Robinson McFadden & Moore

Post Office Box 944

Columbia, South Carolina 29202

Steven G. Mikell, Esquire

CUC, Inc.
310 West Pine Street

Florence, SC 29501

Mr. Joe Maready
16 Darby Way

West Columbia, SC 29170

Thomas Potrykus, President
Callawassie Island Property Owners Association, Inc.

101 Utility Court
Okatie, SC 29909
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Mr. Billy F. Burnett, President
CUC, Inc.

2109 Timberlane Drive
Florence, SC 29506

September 2, 2005
Columbia, South Carolina

Rena &.ant

Mr. Billy F. BurneR, President

CUC, Inc.
2109 Timberlane Drive

Florence, SC 29506

September 2, 2005
Columbia, South Carolina

Rena Grant



BEFORE

THE PUBLIC SERVICE COMMISSION

OF SOUTH CAROLINA

DOCKET NO. 2005-87-W/S

Application of CUC, Inc. for Approval
of New Schedule of Rates and Charges
for Water and Sewerage Service Provided
to its Customers at Callawassie Island and

Spring Island in Beaufort County, SC

)
)
)
) SETTLEMENT AGREEMENT
)

This Settlement Agreement is made by and among CUC, Inc. ("CUC"),

Callawassie Island Property Owners Association, Inc. ("POA"), and the Office of

Regulatory Staff of South Carolina ("ORS"), (all hereinafter collectively referred to as

the "Parties" or sometimes individually as a "Party" ).

WHEREAS, on April 4, 2005, CUC filed with the Public Service Commission of

South Carolina ("Commission" ) an Application for Approval of a New Schedule of Rates

and Charges for Water and Sewerage Service Provided to its Customers at Callawassie

Island and Spring Island in Beaufort County, South Carolina ("Application" );

WHEREAS, the Parties to this Settlement Agreement are parties of record in the

above-captioned docket and there are no other parties of record in the above-captioned

proceeding;

WHEREAS, the Parties have engaged in discussions, most recently on August 24,

2005, to determine whether a settlement of this proceeding would be in their best

interests;

BEFORE
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SETTLEMENT AGREEMENT

This Settlement Agreement is made by and among CUC, Inc. ("CUC"),

Callawassie Island Property Owners Association, Inc. ("POA"), and the Office of

Regulatory Staff of South Carolina ("ORS"), (all hereinafter collectively referred to as

the "Parties" or sometimes individually as a "Party").

WHEREAS, on April 4, 2005, CUC filed with the Public Service Commission of

South Carolina ("Commission") an Application for Approval of a New Schedule of Rates

and Charges for Water and Sewerage Service Provided to its Customers at Callawassie

Island and Spring Island in Beaufort County, South Carolina ("Application");

WHEREAS, the Parties to this Settlement Agreement are parties of record in the

above-captioned docket and there are no other parties of record in the above-captioned

proceeding;

WHEREAS, the Parties have engaged in discussions, most recently on August 24,

2005, to determine whether a settlement of this proceeding would be in their best
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interests;



WHEREAS, following those discussions the Parties have each determined that

their interests and the public interest would be best served by settling the above-captioned

case under the terms and conditions set forth below:

1. The Parties agree that the statement of stipulated rates attached hereto and

made a part hereof as Settlement Agreement Exhibit 1 is fair and reasonable and allows

CUC to continue to provide its customers with adequate water and sewer service.

2. The resultant operating margin of 12.5'/o based on the stipulated rates is

attached hereto and made a part hereof as Settlement Agreement Exhibit 2.

3. The service revenue analysis is attached hereto and made a part hereof as

Settlement Agreement Exhibit 3.

4. Effective January 1, 2006, CUC agrees to keep its books and records according

to the NARUC Uniform System of Accounts as required by the Commission's rules and

regulations. CUC also understands and agrees that the South Carolina Department of

Health and Environmental Control ("DHEC") Safe Drinking Water Fee may only be

collected and used to pay DHEC.

5. The Parties agree to stipulate into the record before the Commission the pre-

filed direct testimonies of ORS witnesses Willie J. Morgan and Christina L. Scale

without objection or cross-examination. The Parties agree to stipulate Ms. Scale's

testimony into the record without her testifying at the hearing. The Parties fisher agree

that Mr. Morgan's and Ms. Scale's direct testimony should be amended to include three

additional adjustments consisting of: 1) an addition to revenue in the amount of $10,210

for grinder station revenue, 2) a deduction from revenue in the amount of ($178) for

billing adjustments, and 3) an increase to expenses in the amount of $175 for sludge
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expenses. The Parties agree to these three adjustments and they are accordingly

incorporated in the attached exhibits. The Parties agree that no other evidence will be

offered in the proceeding by the Parties other than this Settlement Agreement with

Settlement Agreement Exhibits 1-3 hereto attached.

6. The Parties agree to withdraw all pre-filed testimony and exhibits of Billy F.

Burnett, D. Joe Maready and George B.Flegal, Jr.

7. The Parties agree to cooperate in good faith with one another in recommending

to the Commission that this Settlement Agreement be accepted and approved by the

Commission as a fair, reasonable and full resolution of the above-captioned proceeding.

The Parties agree to use reasonable efforts to defend and support any Commission Order

issued approving this Settlement Agreement and the terms and conditions contained

herein.

8. The Parties agree that by signing this Settlement Agreement, it will not

constrain, inhibit or impair in any way their arguments or positions they may choose to

make in future Commission proceedings. If the Commission should decline to approve

the Settlement Agreement in its entirety, then any Party desiring to do so may withdraw

from the Settlement Agreement without penalty.

9. This Settlement Agreement shall be interpreted according to South Carolina

law.

10. Each Party acknowledges its consent and agreement to this Settlement

Agreement by authorizing its counsel to affix his or her signature to this document where

indicated below. Counsel's signature represents his or her representation that his or her

client has authorized the execution of this Settlement Agreement. Facsimile signatures
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and email signatures shall be as effective as original signatures to bind any party. This

document may be signed in counterparts, with the various signature pages combined with

the body of the document constituting an original and provable copy of this Settlement

Agreement.

Page 4 of 7

and emailsignaturesshallbe aseffective asoriginal signaturesto bind anyparty. This

documentmaybe signedin counterparts,with thevarioussignaturepagescombinedwith

the body of the documentconstitutinganoriginal andprovablecopy of this Settlement

Agreement.

Page4 of 7



WE AGREE:

Representing and binding the Office of Regulatory Staff:

annon Bowyer Hudson squire
Office of Regulatory Staf
1441 Main Street, Suite 300
Columbia, SC 29201
Phone: (803) 737-0889
Fax: (803) 737-0800
Email: shudson@regstaff. sc.gov

DATE: Q. , 2005
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WE AGREE:

Representing and binding the Office of Regulatory Staff:

_annonBowyer Hucfson(_sctuire --

Office of Regulatory Staff

1441 Main Street, Suite 300

Columbia, SC 29201

Phone: (803) 737-0889

Fax: (803) 737-0800

Email: shudson@regstaff.sc.gov

DATE:_" e_ ,2005
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WE AGREE:

Representing and binding the Callawassie Island Property Owners Association,
Inc.:

Frank . Ellerbe III, Esquire
Bonnie D. Shealy, Esquire
Robinson McFadden & Moore, P.C.
Post Office Box 944
Columbia, SC 29202
Phone: (803) 779-8900
Fax: (803) 252-0724
Email: fellerbe@robinsonlaw. corn

bshealy@robinsonlaw. corn

DATE: st, 2005
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WEAGREE:

Representingand binding the Callawassie Island Property Owners Association,
Inc.:

FranCe

Bonnie D. Shealy, Esquire

Robinson McFadden & Moore, P.C.
Post Office Box 944

Columbia, SC 29202

Phone: (803) 779-8900

Fax: (803) 252-0724

Email: fellerbe@robinsonlaw.com

bshealy@robinsonlaw.com

DATE:_st / ,2005
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Sep-02 —05 10:16A Billy Burnett P.O2

Represeating and binding CUC, lnc.

Billy F. B ett, President
CUC, Inc.
2109 Timberlane Drive
Florence, SC 29506
Phone: (843) 669-0130l622-0753
Fax: (843)673-9013

DATE: September k', 2005
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WE AGREE:

Representing and binding CUC, Inc.

Billy F. BurflVett, President - '

CUC, Inc.

2109 Timberlane Drive

Florence, SC 29506

Phone: (843) 669-01301622-0753

Fax: (843)673-9013

DATE: September ,_ j, 2005
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SETTLEMENT AGREEMENT EXHIBIT 1

CUC, INC.
200547-WS

STATEMENT OF STIPULATED RATES - SETTLEMENT

RESIDENTIAL

WATER
Base Monthly Residential Water - 3/4" Meter

Base Monthly Residential Water - 1"Meter
Base Monthly Residential Water - 1-1/2" Meter

Base Monthly Residendal Water - 2" Meter
Water Commodity Charge (per 1,000 gallons of water used)

$17.50
$25.00
$30.00
$35.00
$3.36

SEWER
Base Monthly Residential Sewer - 3/4" Water Meter Size

Base Monthly Residential Sewer - 1"Water Meter Size
Base Monthly Residential Sewer - 1-1/2" Water Meter Size

Base Monthly Residential Sewer - 2"Water Meter Size
Sewer Commodity Charge (per 1,000 gallons of water used)

$17.50
$25.
$30.00
$35.
$3.36

IRRIGATION

Base Monthly Residential Irrigation Water - 3/4" Meter $17.50
Base Monthly Residential Irrigation Water - 1"Meter $25.00

Base Monthly Residential Intgation Water - 1-1/2" Meter $30.00
Base Monthly Residential Irrigation Water - 2" Meter $35.00

Irrigation Commodity Charge (per 1,000 gallons of water used) $3.36

COMMERCIAL

WATER
Base Monthly Commerical Water - 3/4" Meter

Base Monthly Commerical Water - 1"Meter
Base Monthly Commerical Water - 1-1/2" Meter

Base Monthly Commerical Water - 2" Meter
Water Commodity Charge (per 1,000 gallons of water used)

$20.00
$25.00
$30.00
$35.00
$3.36

SEWER
Base Monthly Commerical Sewer - 3/4" Water Meter Size $20.00

Base Monthly Commencal Sewer - 1 Water Meter Size $25.00
Base Monthly Commerical Sewer - 1-1/2" Water Meter Size $30.00

Base Monthly Commerical Sewer - 2" Water Meter Size $35.00
Sewer Commodity Charge (per 1,000 gallons of water used) $3.36

IRRIGATION

Base Monthly Commerical Irriga5on Water - 3/4" Meter $20.00
Base Monthly Commerical Irrigation Water - 1"Meter $25.00

Base Monthly Commertcal Irdgation Water - 1-1/2" Meter $30.00
Base Monthly Commerical Irrigation Water - 2 Meter $35.00

Imgation Commodity Charge (per 1,000 gallons of water used) $3.36

OTHER CHARGES

WATER
Tap-In Fee - 3/4" Water Meter $525.00

Tap-In Fee - 1"Water Meter $700.00
Tap-In Fee - over 1"Water Meter Cost plus service

SEWER
Tap-In Fee - 3/4" Water Meter Size $625.

Tap-In Fee - 1 Water Meter Size $700.00
Tap-In Fee - 1-1/2" Water Meter Size $900.

Tap-In Fee - 2"Water Meter Size $1,000.00

New Water Customer Account Initation Charge $13.50
Delinquent Customer Account Notice $4.00

Reconnection Charge After 9 Months of Disconnection $35.00
Reconneclion Charge Within 9 Months of Disconnecbon —Customers will

be charged the monthly base facility charge for the service period they
were disconnected.

The Reconnection Charge shall also be due prior to the reconnection if

water service has been disconnected at the request of the customer.

New Water Customer Account Initation Charge $13.
Delinquent Customer Account Notice $4.

Reconnection Charge After 9 Months of Disconnection $250.
Reconnection Charge Within 9 Months of Disconnecbon —Customers
will be charged the monthly base facility charge for the service period

they were disconnected.
The Reconnection Charge shall also be due prior to the reconnecbon i

sewer service has been disconnected at the request of the customer.

Late Penalty Charge —Company may charge a late payment penalty up to the maximum amount allowed by applicable South Carolina statute and/or
South Carolina Public Service Commission rule.

NSF Check Charge —Company may charge a NSF check charge up to the maximum amount allowed by applicable South Carolina statute and/or South
Carolina Public Service Commission rule.

Billing Cycle —Recumng charges will be billed monthly in arrears. Nonrecurring charges will be billed and collected in advance of service being provided.

SETTLEMENT AGREEMENT EXHIBIT 1

CUC, INC.

2005-87-WS

STATEMENT OF STIPULATED RATES - SETTLEMENT

RESIDENTIAL

WATER

Base Monthly Residential Water - 3/4" Meter $17.50
Base Monthly Residential Water - 1" Meter $25.00

Base Monthly Residential Water - 1-1/2" Meter $30.00
Base Monthly Residential Water - 2" Meter $35.00

Water Commodity Charge (per 1,000 gallons of water used) $3.36

IRRIGATION

Base Monthly Residential Irrigation Water - 3/4" Meter $17.50
Base Monthly Residential Irrigation Water - 1" Meter $25.00

Base Monthly Residential Inigation Water - 1-1/2" Meter $30.00
Base Monthly Residential Irrigation Water - 2" Meter $35.00

Irrigation Commodity Charge (per 1,000 gallons of water used) $3.36

SEWER

Base Monthly Residential Sewer - 3/4" Water Meter Size $17.5C
Base Monthly Residential Sewer - 1" Water Meter Size $25.0(

Base Monthly Residential ,Sewer - 1-1/2" Water Meter Size $30.0(
Base Monthly Residential Sewer - 2" Water Meter Size $35.0(

Sewer Commodity Charge (per 1,000 gallons of water used) $3.36
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WATER

Base Monthly Commedcal Water- 314" Meter $20.00
Base Monthly Commedcal Water - 1" Meter $25.00
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Base Monthly Commedcal Water - 2" Meter $35.00

Water Commodity Charge (per 1,000 gallons of water used) $3.36

IRRIGATION
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Base Monthly Commedcal Irrigation Water - 2" Meter $35.00

Irrigation Commodity Charge (per 1,000 gallons of water used) $3.36
I

SEWER

Base Monthly Commedcal Sewer - 3/4" Water Meter Size $20.0(
Base Monthly Commerical Sewer - 1" Water Meter Size $25.00

Base Monthly Commedcal Sewer - 1-1/2" Water Meter Size $30.00
Base Monthly Commedcal Sewer - 2" Water Meter Size $35.00

Sower Commodity Charge (per 1,000 gallons of water used) $3.36

OTHER CHARGES

WATER
Tap-In Fee - 3/4" Water Meter $525.00

Tap-In Fee- 1" Water Meter $700.00
Tap-In Fee - over 1" Water Meter Cost plus service

SEWER
Tap-ln Fee - 3/4" Water Meter Size $625.00

Tap-ln Fee - 1" Water Meter Size $700.00
Tap-ln Fee - 1-I/2" Water Meter Size $900.00

Tap-In Fee - 2" Water Meter Size $1,000.0C

New Water Customer Account Initation Charge $13.50

Delinquent Customer Account Notice $4.00
Reconnection Charge After 9 Months of Disconnection $35.00

Reconnection Charge Within 9 Months of Disconnection - Customers will
be charged the monthly base facility charge for the service pedod they

ware disconnected.

The Reconnection Charge shall also be due pdor to the reconnection if
water service has been disconnected at the request of the customer.

New Water Customer Account Initation Charge $13.5C
Delinquent Customer Account Notice $4.0C

Reconnection Charge Alter 9 Months of Disconnection $250.0(
Reconnection Charge Within 9 Months of Disconnection - Customen
will be charged the monthly base fadlity charge for the service pedod

they were disconnected.
The Reconnection Charge shaft also be due pdor to the reconnection if

sewer service has been disconnected at the request of the customer.

Late Penalty Charge - Company may charge a late payment penalty up to the maximum amount allowed by applicable SouthCarolina statute and/or
South Carolina Public Service Commission rule.

NSF Check Charge - Company may charge a NSF check charge up to the maximum amount allowed by applicable South Carolina statute and/or South
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Billing Cycle - Recuning charges will be billed monthly in arrears. Nonrecurring charges will be billed and collected in advance of service being provided.



SETTLEMENT AGREEMENT EXHIBIT 2

CUC, Inc.
Operating Experience and Operating Margin
For the Test Year Ended December 31,2004

(1) (2) (3) (4)
Per Accounting Effect of

Company & Pro Forma As Proposed

(5)
After

Proposed
Increase

0 eratin Revenues
Water, Service
Sewer Service
Tap Fees
Availability Fees
Other Revenues

$371,810 $473
147,565 624
39,375 (39,375)
44,268 (732)
14,492 ~4,008

$372,283 $169,578
148,189 86,663

0 0
43,536 0
10,484 0

$541,861
234,852

0
43,536
10,484

Total 0 eratin Revenues 617,510 ~43,018 574,492 256,241 830,733

0 cretin Ex enses
Operating & Maintenance Expenses
General & Administrative Expenses
Depreciation & Amortization Expense
Taxes Other Than Income
Income Taxes

265,241
367,993

13,505
8,412

0

23,123
(3,546)

(13,505)
17,642

0

288,364
364,447

0
26,054

0

0
0
0

2,915
45,277

288,364
364,447

0
28,969
45,277

Total 0 ratin Ex enses

Net 0 cretin Income Loss

Customer Growth

655,151 23,714

(37,641) (66,732)

0 0

678,865 48,192

(104,373) 208,049

0 1,672

727,057

103,676

1,672

Total Income Loss for Return $~37,641 $~66,732 $~104,373 $209,721 $105,348

Interest Ex ense for 0 eratin Mar in 0 1,444

%.10%

1,444

-18.42%

1,444

* 12.51%

* Due to rounding the commodity charge to the nearest cent, an additional $133 is generated producing an actual

operating margin of 12.51%.

CUC, Inc.

Operating Experience and Operating Margin
For the Test Year Ended December 31, 2004

SETTLEMENT AGREEMENT EXHIBIT 2

Operating Revenues
Water Service $
Sewer Service

Tap Fees
Availability Fees
Other Revenues

Total Operating Revenues

Operating Expenses

Operating & Maintenance Expenses
General & Administrative Expenses

Depreciation & Amortization Expense
Taxes Other Than Income

Income Taxes

Total Operating ExDensas

Net Operating Income (Loss)

Customer Growth

Total Income (Loss) for Return $

Interest Expense for Operating Margin

(1) (2) (3) (4)
Per Accounting Effect of

Company & Pro Forma As Proposed

Books Adjustments AdJusted Increase

(s)
After

Proposed
increase

371,810 $ 473 $ 372,283 $ 169,578
147,565 624 148,189 86,663

39,375 (39,375) 0 0
44,268 (732) 43,536 0

14,492 (4,008) 10,484 0

617,510 (43,018) 574,492 256,241

541,861
234,852

0

43,536
10,484

830,733

265,241 23,123 288,364 0 288,364

367,993 (3,546) 364,447 0 364,447

13,505 (13,505) 0 0 0
8,412 17,642 26,054 2,915 28,969

0 0 0 45,277 45,277

655,151 23,714 678,865 48,192

(37,641) (66,732) (104,373) 208,049

0 0 0 1,672

(37,64!) $ (66,732) $ (104,373) $ 209,721

0 1,444 1,444

-6.10% -18.42%

727,057

103,676

1,672

$ 105,348

1,444

* 12.51%

* Due to rounding the commodity charge to the nearest cent, an additional $133 is generated producing an actual

operating margin of 12.51%.
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My name is Willie J. Morgan. My business address is 1441 Main Street,

Suite 300, Columbia, South Carolina 29201. I am employed by the State of South

Carolina as a Program Manager in the Water/Wastewater Department for the

Of5ce ofRegulatory Staff ("ORS").

The summary of my direct testimony will focus on CUC, Inc. 's ("CUC")

test-year and proposed revenue calculations, financial assurance requirements, site

evaluations, along with its compliance to the rules and regulations of the Public

Service Commission of South Carolina ("PSC"). In addition, I will provide an

overview of the Settlement Agreement reached between ORS, CUC and

Callawassie Island Property Owners Association, Inc. ("CIPOA") in this

proceeding and explain why this Settlement Agreement protects the financial

integrity of CUC and the public interest.

In preparation for my direct testimony, I used information provided by

CUC in its Application, Data Request responses, 6nancial statements, and

performance bond documents. I also used results Rom the ORS audits and the

ORS facility site inspection.
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1441 Main Street, Suite 300, Columbia, SC 29201

Post Office Box 11263,Columbia, SC 29211

Summary of Testimony of Willie J. Morgan Docket No. 2005-87-WS
CUC, Inc.

Page 1

1

2

3

4

5

6

7

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

SUMMARY OF TESTIMONY OF _hrlLLIE J. MORGAN

FOR

THE OFFICE OF REGULATORY STAFF

DOCKET NO. 2005-87-WS

IN RE: CUC, INC.

(,._ _ _31_

C...... ?._ ..........,

....O

i

My name is Willie J. Morgan. My business address is 1441 Main Street,

Suite 300, Columbia, South Carolina 29201. I am employed by the State of South

Carolina as a Program Manager in the Water/Wastewater Department for the

Office of Regulatory Staff ("ORS").

The summary of my direct testimony will focus on CUC, Inc.'s ("CUC")

test-year and proposed revenue calculations, financial assurance requirements, site

evaluations, along with its compliance to the rules and regulations of the Public

Service Commission of South Carolina ("PSC"). In addition, I will provide an

overview of the Settlement Agreement reached between ORS, CUC and

Callawassie Island Property Owners Association, Inc. ("CIPOA") in this

proceeding and explain why this Settlement Agreement protects the financial

integrity of CUC and the public interest.

In preparation for my direct testimony, I used information provided by
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CUC is a public utility providing potable and irrigation water supply

service and wastewater collection/treatment services. CUC is a Class B

water/wastewater utility and is currently operating under a rate structure approved

by the PSC in 1992. CUC's service area is located on Callawassie Island, Spring

Island, and Chechessee Bluff in Beaufort County, South Carolina. CUC's

business office is located at 99 Utility Court, Okatie, South Carolina on

Callawassie Island. The owner also has an office in Florence, South Carolina at

2109 Timberlane Drive. In addition, the bookkeeper has an office in Florence.

The customers of CUC include both residential and commercial customers

on Chechessee Bluff and Callawassie Island. Sewer and water service is also

provided for most of its customers on Spring Island. Spring Island customers not

receiving sewer service &om CUC have individual septic systems. According to

CUC's customer records for the test year ending December 31, 2004, water

services were provided to 1047 customers and sewer services were provided to

584 customers.

The current water supply is provided by the Beaufort Jasper Water and

Sewer Authority ("BJWSA") through a master meter and is metered to all

customers. CUC currently provides adequate water distribution services to its

residential and commercial customers. Water is distributed to customers on both

Callawassie and Spring Islands. The water at both locations as observed by ORS

was &ee of air, distinct color and noticeable odor. Potable water and irrigation

consumption is metered to all customers. CUC provides fire protection services
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to residential and commercial customers. There is no construction activity being

proposed by. CUC for its water distribution systems.

CUC has wastewater treatment facilities ("WWTF") at two locations,

Callawassie Island and Spring Island, that operate under DHEC no discharge

permits. Sewer service is provided to customers at Chechessee Bluff, Callawassie

Island, and Spring Island. The wastewater collection process for the customers on

Spring Island is a pressurized collection system with individual grinder pump

stations at each customer's connection point to the utility system. The collection

system conveys the collected wastewater to a sequential batch reactor ("SBR")

type WWTF with utilizes an in-line ultra-violet disinfection treatment process.

The treated wastewater eAluent is then discharged via a spray irrigation system

onto Old Tabby Golf Course.

The wastewater collection system on Callawassie Island includes multiple

force mains and seventeen lift stations. The collection system conveys the

collected wastewater to tanks in a biological WWTF then to a spray irrigation

system onto Callawassie Island Golf Course.

There is no WWTF on Chechessee Bluff. Its wastewater is pumped to

Callawassie Island for treatment.

During the ORS inspection, all wastewater collection and treatment

20 systems were operating adequately and in accordance with DHEC rules and

21

22

23

regulations. There is neither construction activity being proposed by CUC for its

wastewater collection and treatment systems nor is there an immediate need for an

upgrade of the existing systems.
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ORS conducted a Business Office Compliance Review which consisted of

a review of CUC's office records to determine compliance with PSC rules and

regulations.

CUC utilizes a customized computer database to capture customer account

billing transactions. This record-keeping process is maintained as part of the

customer billing information that details the customer name, account number,

billing date, type ofbilling adjustment and account resolution.

Customer billing complaints are maintained at the Callawassie Island

office in an adjustment tracking report. According to CUC, service complaints

are phoned in or made in person by the complainant at the Callawassie Island

office before they are given to a CUC employee for resolution. The utility

recently began using a computerized record-keeping method for managing

complaint records.

CUC charges customers late fees. Customers are not charged a deposit for

the establishment of service. In addition, CUC has not disconnected a customer

for non-payment. My audit of CUC billing transactions noted few delinquent

accounts in the customer database. Invoice adjustments and payment applications

are automated, timely, and accurate.

CUC was provided the Business Compliance Review and facility site

inspection results for review and comments. Both parties had the opportunity to

provide feedback and suggestions for compliance with all PSC rules and

regulations. CUC agreed to implement many of the improvements recommended
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by ORS. Pursuant to the Settlement Agreement, CUC also agreed to implement

the following ORS improvement recommendations:

1. Effective January 2006, CUC will keep its books and records according to the

NARUC Uniform System of Accounts as required by the PSC rules and

regulations.

2. CUC will only use the South Carolina Department of Health and

Environmental Control ("DHEC") Safe Drinking Water Fee collected from its

customers to pay DHEC.

ORS reviewed CUC's assets and created a depreciation schedule for the

assets owned by CUC during the test year. The service life should be based on

the useful life of a piece of equipment and may differ from the service life

assigned for computation of depreciation expense for income tax preparation.

ORS's recommendations are based on the conclusions outlined in the Rorida

Public Service Commission Water and Wastewater System Regulatory Law as

recommended by NARUC. ORS's approach and conclusions made concerning

depreciation are consistent with the Public Utility Depreciation Practices manual

as published by NARUC in 1996which states:

"Book depreciation is a cost allocation process used to satisfy specific

accounting and regulatory principles and requirements, whereas tax

depreciation provides additional tax and financial incentives unrelated to

21 the strict cost allocation process. "

22 During its review, ORS added several assets to the depreciation schedule

that were discovered during the ORS audit. Some of these assets were previously
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listed on CUC's books and records as expenses. ORS recommends that CUC

continue to maintain its property records for accurate recording of depreciation

expense and plant/equipment assets.

ORS completed a thorough review of CUC's customer water consumption

records and customer billing records on July 22, 2005. Currently, CUC's

approved tariff is structured for monthly customer billing, and CUC reads water

meters and bills water, wastewater and irrigation customers on a monthly basis in

arrears. Prior to the audit, ORS was informed by CUC that the metering device

used by the BJWSA to monitor the amount ofwater being distributed to CUC was

not functioning properly during the test year. Therefore, an analysis on whether

there was any water not accounted for could not be completed for the test year.

However, all customers' billing history examined during the audit revealed proper

billings and adjustments. Lastly, I would like to note that my direct testimony

revenue amounts are amended in the Settlement Agreement Exhibits to reflect

matters agreed upon pursuant to our Settlement Agreement.

The Settlement Agreement was reached after the parties met on August

24, 2005.

It is the position of ORS and the other parties of record in this docket that

the Settlement Agreement, as presented to the PSC, is a fair, reasonable and full

resolution to all issues in this proceeding. Further, the Settlement Agreement

represents the public interest as it preserves the balance referred to in S.C. Code g

58-4-10:

23
24

.. 'public interest' means a balancing of the following:
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there was any water not accounted for could not be completed for the test year.

However, all customers' billing history examined during the audit revealed proper

billings and adjustments. Lastly, I would like to note that my direct testimony

revenue amounts are amended in the Settlement Agreement Exhibits to reflect

matters agreed upon pursuant to our Settlement Agreement.

The Settlement Agreement was reached aider the parties met on August

24, 2005.

It is the position of ORS and the other parties of record in this docket that

the Settlement Agreement, as presented to the PSC, is a fair, reasonable and full

resolution to all issues in this proceeding. Further, the Settlement Agreement

represents the public interest as it preserves the balance referred to in S.C. Code §

58-4-10:

... 'public interest' means a balancing of the following:
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(1) Concerns of the using and consuming public with
respect to public utility services, regardless of the
class. of customer;

(2) Economic development and job attraction and
retention in South Carolina; and

(3) Preservation of the financial integrity of the State' s
public utilities and continued. investment in and
maintenance ofutility facilities so as to provide
reliable and high quality utility services.
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The Settlement Agreement provides a schedule of stipulated rates in

Settlement Agreement Exhibit 1 that are fair and reasonable to both the customer

and CUC. CUC has agreed to reduce its rates &om those proposed in the original

Application for residential water, sewer and irrigation. Specifically, CUC agreed

to reduce its base monthly rates for residential customers utilizing a three-fourth

(3/4) inch size meter for water, sewer and irrigation and CUC agreed to reduce the

commodity charge to all customers.

Settlement Agreement Exhibit 2 includes staQ's adjustments as set forth in

ORS's direct testimony and includes three additional adjustments for grinder

stations, billing revenue, and sludge expenses. All parties agreed to these

adjustments pursuant to the Settlement Agreement. In summary, ORS calculated

CUC's test year service revenue, as adjusted, of $574,492. ORS calculated

CUC's service revenues at stipulated rates, as adjusted, of $830,733 for an annual

operating margin of 12.5%. Settlement Agreement Exhibit 3 summarizes CUC's

service revenues for the test year ending December 31, 2004.

As stated earlier, it is the position of ORS, CUC and CIPOA that this

Settlement Agreement is a fair, reasonable and full resolution to all issues in this
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(1) Concerns of the using and consuming public with

respect to public utility services, regardless of the

class of customer;

(2) Economic development and job attraction and

retention in South Carolina; and

(3) Preservation of the financial integrity of the State's

public utilities and continued investment in and

maintenance of utility facilities so as to provide

reliable and high quality utility services.

The Settlement Agreement provides a schedule of stipulated rates in

Settlement Agreement Exhibit 1 that are fair and reasonable to both the customer

and CUC. CUC has agreed to reduce its rates from those proposed in the original

Application for residential water, sewer and irrigation. Specifically, CUC agreed

to reduce its base monthly rates for residential customers utilizing a three-fourth

(3/4) inch size meter for water, sewer and irrigation and CUC agreed to reduce the

commodity charge to all customers.

Settlement Agreement Exhibit 2 includes staff's adjustments as set forth in

ORS's direct testimony and includes three additional adjustments for grinder

stations, billing revenue, and sludge expenses. All parties agreed to these

adjustments pursuant to the Settlement Agreement. In summary, ORS calculated

CUC's test year service revenue, as adjusted, of $574,492. ORS calculated

CUC's service revenues at stipulated rates, as adjusted, of $830,733 for an annual

operating margin of 12.5%. Settlement Agreement Exhibit 3 summarizes CUC's

service revenues for the test year ending December 31, 2004.

As stated earlier, it is the position of ORS, CUC and CIPOA that this

Settlement Agreement is a fair, reasonable and full resolution to all issues in this
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proceeding, and I request that the PSC approve the Settlement Agreement as

presented today.

Gus concludes the summary of my direct testimony and the Settlement

Agreement.
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the Settlement Agreement as

This concludes the summary of my direct testimony and the Settlement

Agreement.

THE OFFICE OF REGULATORY STAFF

1441 Main Street, Suite 300, Columbia, SC 29201

Post Office Box 11263, Columbia, SC 29211


